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Economic Update
The Federal Open Market Committee (FOMC) announced its decision to
hold the target rate for the federal funds rate at 0 to 0.25% on Tuesday
and expectations to keep the benchmark rate “exceptionally low for an
extended period.” In its statement, the FOMC noted that economic
activity has continued to strengthen, inflation remains subdued, and
although labor markets are stabilizing, employers are reluctant to hire.
The discount rate was unchanged at 0.75%.
The Conference Board Leading Economic Indicators for the U.S.
advanced 0.1 % in February, the smallest gain in almost a year. The
Conference Board concluded that the data indicates modest
improvements in near-term economic conditions. However, the
decelerating increases in the index suggest the economy may expand at
a slower pace in the second half of 2010 than previously expected.
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Data released from the U.S. Department of Labor indicated that export
prices retreated in February for the first time in since September 2009,
falling 0.5 %. Lower agricultural prices contributed to approximately 65%
of the overall decline. Import prices declined 0.3% last month, marking
the first decline since July 2009 as import fuel prices largely offset the
otherwise upward trend.
The Labor Department announced Thursday that the seasonally adjusted
Consumer Price Index was unchanged in February after a 0.2% rise in
January. Food prices rose 0.1% for the month, while energy prices fell
0.5%. All items less food and energy increased 0.1% over the past
month. Separately, the Labor Department announced the Producer Price
Index declined 0.6 % in February, following a 1.4% advance in January
and a 0.4% increase in December. The decrease primarily reflected
lower prices for energy goods, which declined 2.9%.
The U.S. Department of Commerce reported that housing starts fell 5.9%
in February from January to a seasonally adjusted annual rate of 575,000
but remains 0.2% above levels in February 2009. Many economists
agree that the housing data indicates that the construction market has
bottomed, but remains under stress from foreclosures and tight credit.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Wall Street Journal, and Bloomberg.
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After a somewhat volatile week, U.S. Treasuries finished modestly higher
on the long end of the yield curve and modestly lower on the short end.
Longer-term debt snapped two weeks of losses as investors transitioned
back to the flight-to-safety trade amid increased speculation that Greece
will fail to secure aid from the European Union. At the same time, shorterterm Treasuries traded lower as market makers prepared for next week’s
$118 billion auction of two-year, five-year, and seven-year notes. All else
equal, market makers tend to push up bond yields as a way to underwrite
bond auctions at more attractive levels. Analysts anticipate solid bidding
for the new debt as demand for Treasuries has remained strong despite
worries over the U.S. budget deficit and rumblings of a possible
downgrade to its AAA debt rating, according to Reuters. The yield curve,
or difference in yield between two- and 10-year Treasury notes, flattened
to its lowest level since December 9 of last year. The combination of
unchanged consumer prices, lower producer prices and mixed reports on
the economy has market participants surmising that inflation will remain
subdued in the near-term. Because slower or no inflation helps preserve
the purchasing power of a bond’s fixed payments, investors tend to turn
more constructive on intermediate- to longer-term paper.
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3 month T-Bill
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0.00%

2-Year Treasury

0.97%
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0.01%

5-Year Treasury
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3.73%
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30-Year Treasury
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-0.07%
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Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.

U.S. Investment Grade Corporate Bond Spreads (BBB-A), in bps
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Stock Market Update
Stocks pulled-back on Friday on lower energy prices, but remained
higher for the week with the Dow Jones Industrial Average (DJIA) gaining
117.29 points, or 1.10% to close the week at 10,741.98. The broader
S&P 500 rose mid-week to its highest level since 2008 before retreating
to close the week at 1,159.90, up 9.91 points or 0.86%.
The energy sector weighed on the broader indexes both on Friday and
during the week. Energy stocks lost 1.20% on Friday, pulled down by
falling energy prices. For the week, energy and utility stocks posted
losses of 2.26% and 0.10%, respectively, while the remaining sectors
gained for the week. The leaders where health care stocks and industrial
stocks, which posted gains of 1.26% and 1.28%, respectively.
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Boeing Co. (BA) announced Friday that it sees "overall economic
recovery" in the airplane industry in 2010 and that it would increase
production of its 777 and 747 aircrafts. The announcement is on the
heals of a similar increase in production from Boeing's France-based
rival Airbus earlier this month, according to the Wall Street Journal.
Boeing stock rose over 2.5% in morning trading only to decline to close
for a slight loss on Friday.
Health insurance stocks gained this week, as the senate prepares for a
key vote on healthcare reform that could happen as early as this
weekend. Shares of UnitedHealth (UNH), Humana (HUM), and Aetna
(AET) were up 4.53%, 4.82% and 7.58%, respectively, this week as
investors speculated that the companies would benefit from expanded
healthcare coverage.
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Prices reflect most recent data available at the time of publication
Source: Bloomberg, Russell Investment Company, Standard & Poor’s, Morgan Stanley Capital
International, The Wall Street Journal, MarketWatch.
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In a survey conducted by Deutsche Bank AG, hedge funds are expected
to experience more inflows than outflows this year for the first time since
2007. More money is expected to flow to managers with riskier
strategies such as long-short, emerging markets, and event-driven;
similarly, money is flowing to managers who have not recouped 2008
losses, allowing the fee structure to be considerably lower than the
typical 20% of investment returns.
OPEC increased their oil and gas rigs by 8.4% during January and
February, despite exceeding quotas by the equivalent of a supertanker a
day and many analysts predicting declines of 20-25% in the price of oil
by year end. Later in the week, OPEC ministers pledged not to alter
output targets hoping demand will pick up later in the year. Royal Dutch
Shell (RDS.A) announced a significant oil discovery in the eastern Gulf of
Mexico, marking the third discovery in the region since 2003. The
announcement comes on the heels of Shell telling investors earlier in the
week they predict strong output and cash-flow growth after several
difficult years.
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Natural gas futures sank over 5% Thursday, the lowest price in six
months, on larger than expected inventories. Warm weather in gas
consuming regions is placing downward pressure on prices. Crude oil
traded up and down all week with a near 2.5% surge after the FOMC
announced rates would stay near zero. Gold also rose 1.5% Tuesday.
Gold traded mostly sideways for the week as the dollar strengthened on
worsening Greek debt perceptions, which crippled the Euro, and a
surprise interest-rate hike in India. Dollar-denominated commodities are
sensitive to a strong dollar as it makes them more expensive to other
currencies. On Wednesday, the CBOE Volatility Index (VIX), an
expectation of market volatility, dipped below 17 for the first time since
May 2008.
Previous Week

Current1

1,102.70

1,106.30

0.33%

81.19

80.47

-0.89%

Copper

339.00

337.10

-0.56%

Sugar

19.67

18.64

-5.24%
-0.54%
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Gold
Crude Oil Futures

9.0%
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3.0%

Change

HFRX Equal Wtd. Strat. Index

1,136.75

1,130.60

HFRX Equity Hedge Index

1,136.75

1,138.36

0.14%

992.41

992.35

-0.01%

HFRX Event Driven

1,370.99

1,376.82

0.43%

HFRX Merger Arbitrage

HFRX Equity Market Neutral

Year to Date Change

1,468.95

1,469.63

0.05%

Dow Jones UBS Commodity Index

132.44

132.38

-0.05%

FTSE/NAREIT All REIT

116.69

121.01

3.70%

1 Prices reflect most recent data available at the time of publication
Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge Fund Research,
Bloomberg, The Wall Street Journal, The International Monetary Fund.
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MainStreet Advisors performance results reflect time-weighted rates of returns based upon MainStreet Advisors proprietary trading
strategies. Performance results reflect the reinvestment of dividends and other earnings as well as the deduction of management and
transaction fees. Performance does not reflect additional fees charged by institutions MainStreet Advisors provides investment services. In
some cases performance reflects the quarterly rebalancing of assets based upon MainStreet Advisors Tactical Asset Allocation Models.
Past performance may not be indicative of future results and the performance of a specific individual account may vary substantially from
performance presented herein. Therefore, no current or prospective client should assume that future performance will be profitable or
equal the performance results reflected herein. In calculating account performance, MainStreet Advisors has relied upon information
provided by various sources believed to be accurate and reliable but cannot be guaranteed. All past recommendations are available upon
request. Investments in equities, fixed income, mutual funds, and exchange traded funds involve risk and may lose value.
Different types of investments involve varying degrees of risk, and there can be no assurance than any specific investment will be
profitable. MainStreet Advisors investment strategies may involve portfolio turnover, which could negatively impact the next after-tax gain
experienced by an individual client.
MainStreet Advisors displays its performance results in addition to the market index that it believes represents a similar strategy in terms of
asset allocation (stocks, bonds), generally accepted investment objectives (growth, income, or balanced), style benchmarks (growth,
value, or core), geographic allocations (US, Foreign, or Global), sector allocation potential, and cap size objective (small cap, mid cap, or
large cap). The index is shown in order for clients to make a comparison of performance for the designated time period. However, the
indices shown above may not completely reflect the risk or volatility of the overall market or of the risk taken by the MainStreet Advisors
program. The indexes shown are not intended to be an absolute benchmark for the MainStreet Advisors program due to the fact that
clients may not be able to duplicate exact holdings in the indexes shown, MainStreet Advisors programs may reallocate some or all assets
in the program to cash in response to market conditions, and MainStreet Advisors programs utilize a flexible management strategy with
regard to equity selection, cap size, style, and asset allocation. It should be noted that market indices are always fully invested and
holdings are limited to the index charter. The market index used for comparison is an unmanaged index and is a common measure of
performance of the relevant stock markets. They are not available for direct investment.
120 North LaSalle Street Suite 3750
Chicago, Illinois 60602
312.223.0270 direct
312.223.0276 fax
www.mainstreetadv.com

